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Paper #710 1997-99 Budget April 30, 1997
A A

To: Joint Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

County Sales Tax Administration Appropriation Lapse (Revenue -- Tax
Administration)

{LFB Summary: Page 522, #23]

CURRENT LAW

Wisconsin counties may impose a 0.5% sales tax on the goods and services that are
subject to the state sales tax. The county tax is "piggybacked” onto the state sales tax in that the
county tax is administered, enforced and collected by the Department of Revenue (DOR). DOR
retains 1.5% of the sales taxes it collects to cover administrative costs. Currently, 49 counties

impose the county sales tax.

GOVERNOR

Require that the fiscal year-end unencumbered balance in the appropriation for
administration of the county sales tax be annually lapsed to the general fund, beginning on June
30, 1998. This provision would result in an estimated lapse of $491,600 in 1997-98 and

$461,700 in 1998-99.

DISCUSSION POINTS

1. Prior to 1992, DOR retained 3% of county sales taxes to fund the costs of
administering the tax. Because the revenue retained by the state exceeded the state’s
administrative costs, the amount of collections retained was reduced from 3% to 1.5% in 1991
Wisconsin Act 37. The 1991-93 budget adjustment bill (1991 Wisconsin Act 269) transferred
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$1,400,000 that had accumulated in the administrative appropriation to the general fund. Under
provisions included in 1995 Wisconsin Act 27 (the 1995-97 budget), an additional $1,221,600
will be transferred from the administrative appropriation to the general fund on June 30, 1997.
The Act also would have decreased the amount of sales taxes retained by DOR from 1.5% to
1.3% beginning on July 1, 1997. However, the Governor vetoed this provision.

2. Since 1992, the 1.5% share of collections has generated revenues in excess of the
amounts needed to cover administrative expenditures. The amount of revenues over authorized
expenditures remains in the balance of the county sales tax administrative appropriation.

3. Some would argue that the excess funds should be rebated to the counties which
impose the sales tax. This would return local sales tax revenues that are not necessary (o cover
state administrative costs to counties. These monies initially derived from the local sales tax, and
a rebate would return them to their source.

However, others believe that the state should retain the balance in the appropriation as
reimbursement for the general administrative services, such as taxpayer registration, data
processing and compliance, that are provided because the county tax is attached to the state’s
general sales tax processing system. Because such activities are funded by GPR, the excess
balance should be transferred to the general fund.

4. The estimated 1997-98 and 1998-99 year-end balances in the county sales tax
administrative appropriation are shown in the following table:

1997-98 1998-99
Opening Balance $189,500 $597,200
Revenue 2,519,500 2,645,200
Expenditures -2,111,800 - 2,111.800
Closing Balance $597,200 $1,130,600

The table shows that under the lapse provision in the bill an estimated $597,200 would
be transferred to the general fund in 1997-98 rather than $491,600; an additional $333,400
(51,130,600 minus $597,200) would be lapsed in 1998-99 rather than $461,700.

5. The table also shows that ongoing revenues exceed ongoing expenditures by over
$400,000 each year. One option that could be considered would be to reduce the current 1.5%
amount retained by DOR to 1.2%. This would reduce the amount of revenues retained by the
state to better match state spending, as was done in 1991. This modification could occur on
July 1, 1997, in which case no funding would lapse to the general fund in the 1997-99 biennium.
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Alternatively, the percentage could be decreased beginning July 1, 1999, to allow for the lapses
of the appropriation balance in the 1997-99 bienniurn, as proposed by the Governor.

ALTERNATIVES TO BILL

1. Adopt the Governor’s recommendation to require that the fiscal year-end
unencumbered balance in the appropriation for administration of the county sales tax be annually
lapsed to the general fund. Reesnmate the lapses to be $597,200 in 1997-98 and $533,400 in

1998-99.

Alternative 1 ) GPR
1897-89 REVENUE {Change 1o Bill) $177,300
2. Delete the Governor’s recommendation and instead reduce, from 1.5% to 1.2%,

the amount of county sales taxes retained by DOR to administer the tax effective July 1, 1997.

Alternative 2 GPR
1997-99 REVENUE (Change to Bill) - $953,300
’ 3 Adopt the Governor’s recommendation as reestimated with a mediﬁcatlon to

tax. The modlﬁcanon 0 rednce DOR’s administrative percentage would be effective July 1,
1999.

Alternative 3 GPR
1997-98 REVENUE (Change to Bill) $177,300
4, Delete the Governor’s recommendation.
Alternative 4 GPR
1897-99 REVENUE (Change to Bill) - $953,300
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Prepared by: Ron Shanovich MO e DECKER ~Y N A
p y PLOh 4o [ 3% GEORGE Y N A
JENSEN AN A JAUCH Y N A
OURADA Y N A WINEKE YN A
HARSDORF ¥ N A SHIBILSKI Y AN A
ALBERS A N A COWLES XN A
GARD AN A PANZER f/f N A
KAUFERT Y % A '
LINTON Y - A s #7 i
Revenae (Paper #710) COGGS Y A A AYE {; NO £ _ ABs § ge 3



Paper #711 1997-99 Budget April 30, 1997
AR S e T

To: Joint Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Telephone Tax Administration (Revenue -- Tax Administration)

[LFB Summary: Page 520, #18]

CURRENT LAW

The Manufacturing Assessment Bureau 1997-98 base funding level is $2,621,900 GPR
with 45.8 GPR positions.

GOVERNOR

Provide expenditure authority of $305,700 PR in 1997-98 and $281,700 PR in 1998-99
and 6.0 PR positions annually to administer the ad valorem tax on telephone companies. A
statutory provision which specifies the amounts that should be provided for administering the tax

would be deleted.

DISCUSSION POINTS

1. Under the provisions of 1995 Wisconsin Act 351, the state utility tax on telephone
companies will be converted from a gross revenues tax to an ad valorem tax, beginning with
taxes due for 1998. The Act also created a separate program revenue appropriation to provide
funds to the Department to administer the tax; the source of revenue for the program revenue
appropriation is the ad valorem tax on utility companies. No expenditure authority was provided
for 1995-96 and 1996-97. However, the Act specified that DOR should be provided $307,300
in 1997-98 and $283,300 in 1998-99 and 6.0 positions, beginning on July 1, 1997. Under the
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budget bill, the amounts specified in the Act would be deleted and, instead, the recommended
expenditure authority would be provided for the administrative appropriation.

2. The 6.0 positions were provided because the bill would require DOR to assess the
property of local exchange telephone companies such as Wisconsin Bell. This would represent
a substantially increased workload for Department assessment staff.

3. The funding and positions would be placed in DOR’s Manufacturing Assessment
Bureau which would reflect conversion of the tax to an ad valorem tax, based on the state
assessed value of telephone company property. The Bureau and its positions are funded entirely
from general purpose revenues.

4. As noted, the source of funding for the new telephone tax administration program
revenue would be ad valorem utility taxes. Because telephone utility taxes are general fund
taxes, general fund revenues would be reduced by $305,700 in 1997-98 and $281,700 in 1998-99,

5. The Department of Administration’s 1997-99 budget instruction manual defines
general purpose revenue as general taxes and other moneys which are collected by state agencies
and deposited into the general fund, and are available for appropriation by the Legislature.
Program revenue is defined as moneys which are collected from the general public by state
agencies for specific purposes, deposited in the general fund and credited directly to an
appropriation to finance those purposes.

Since the source of revenue for the telephone tax administration appropriation is a general
fund tax and not revenue collected for a specific purpose, some would argue that designating a
portion of utility taxes as program revenue would be inappropriate. Also, administration of most
general fund taxes, such as the individual and corporate income and franchise taxes, sales and
use taxes, estate taxes and other utility taxes is funded by general purpose revenues. Moreover,
administration of state assessment of all manufacturing property is entirely funded with GPR.
From this view, administration of the ad valorem utility tax on telephone companies should be
funded with GPR.

Consequently, the Committee may wish to modify the bill to provide $305,700 GPR in
1997-98 and $281,700 GPR in 1998-99 and 6.0 GPR positions and delete the program revenue
funding, positions and appropriations. Since these telephone company utility taxes would be
placed in the general fund rather than designated for a specific purpose, the net effect on the
general fund would be revenue neutral. General fund revenues would be increased by $587,400
in the biennium while GPR expenditures would be increased by the same amount.

6. However, others argue that designating a portion of ad valorem telephone utility

tax revenues to fund administration of the tax would ensure that the companies that benefitted
from the conversion of the tax from a gross revenues tax would fund the additional costs of
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administering the ad valorem tax. Moreover, by enacting this provision in Act 351 the
Legislature approved this use of utility tax revenues.

ALTERNATIVES TO BILL

I. Approve the Governor’s recommendation to provide expenditure authority of
$305,700 PR in 1997-98 and $281,700 PR in 1998-99 and 6.0 PR positions annually to
administer the ad valorem utility tax on telephone companies. In addition, delete the current
statutory provisions that specify the amounts that should be provided for administering the tax.

+ 2.1 Modify the Governor’s recommendation to delete $305,700 PR in 1997-98 and
$281, 70ﬁjPR m 1998-99 and 6.0 PR positions and the program revenue telephone tax
administration appropriation and, instead, provide $305,700 GPR in 1997-98 and $281,700 GPR

in 1998-99 and 6.0 GPR positions annually to administer the ad valorem utility tax on telephone
companies.

Alternative 2 GPR PR TOTAL
1997-99 REVENUE (Change to Bill) $587,400 - $587,400 $0
1997-89 FUNDING {Change to Bill) $587,400 - $387.,400 30
1998-99 POSITIONS (Change to Bilf) 6.00 - 6.00 0.00
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Paper #712 1997-99 Budget April 30, 1997
0 O O

To: Jomnt Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Wisconsin Property Assessment Manual Update {Revenue -- Tax Administration)

[LFB Summary: Page 521, #19]

CURRENT LAW

The Department of Revenue is authorized to prepare, publish, update and distribute the
four volume Wisconsin property assessment manual to local governments and the private sector.
‘The manuals are sold on a subscription basis and revenues are placed in the Wisconsin property
assessment manual program revenue appropriation. The 1997-98 base funding level is $64,500

PR with 1.0 PR position.

GOVERNOR

Provide $130,000 PR in 1998-99 to contract with a private vendor to update Volume II
of the Wisconsin Property Assessment Manual. The program revenue would come from fees
charged by the Department for the manuals.

DISCUSSION POINTS

1. Volume II of the Wisconsin Property Assessment Manual contains instructions,
cost tables, depreciation schedules and local area modifiers that are used to value residential,
apartment and agricultural buildings. The information included in Volume II helps assessors
estimate the depreciated cost of reproducing or replacing buildings and site improvements in their
taxation districts.
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2. Volume II has not been updated since 1983. DOR officials argue that, because
construction and materials costs have changed substantially in the interim, the volume should be
updated to reflect current residential and agricultural construction methods. If the volume is not
updated, assessors would be required to use outdated cost models or purchase cost manuals from
private vendors.

3. Private companies such as Marshall & Swift and Boeckh publish cost manuals
which local assessors could use to determine the cost of residential, apartment and agricultural
buildings. Marshall & Swift publishes a manual that costs $310 with updates priced at $254.
The American Appraisal Association (Boeckh) publishes a manual which costs $354 with updates
costing $170. It could be argued that it is not necessary to produce a separate volume that would
provide similar information to the information contained in the privately produced cost manuals.

4. However, the cost data included in the Marshall & Swift and Boeckh cost volumes
is based on national and regional construction and materials cost data, whereas Volume II would
be based on information from Wisconsin suppliers and contractors. Since most assessors would
convert the national cost data into Wisconsin cost data using their own methods, some argue that
use of national cost manuals would lead to nonuniform assessments between different
municipalities. From this view, use of an updated Volume II would help assessors develop more
accurate and uniform assessments than privately produced manuals.

5. As noted, the bill would provide $130,000 to fund the cost of producing
Volume II. Since it is estimated that approximately 1,000 local assessors, DOR staff and other
individuals would purchase the manual. The estimated cost of each manual would be $130. The
price of updates would be nominal. Consequently, Volume II would be cheaper than privately’
published manuals.

6. Under current law, the Department is required to distribute one cost component
volume to each assessor and to bill each municipality for an equal share of the cost of their
assessor’s manual. Approximately 550 assessors serve the 1,849 municipalities in the state, with
some assessors serving a single municipality and at least one serving 50 municipalities. This
method of billing would require DOR to bill some municipalities the entire $130 cost of Volume
I1 while other municipalities would be billed $2.60 for their share of the volume’s cost. There
is a concern that this type of billing process is unnecessarily complicated and leads to a disparity
in the cost imposed on different municipalities.

As an alternative, the Committee may wish to modify current law to require DOR to bill
each individual assessor for the cost of the cost component volume and delete the requirement
that municipalities pay an equal share of the assessor’s volume. The Department could bill each
assessor and would not be involved in billing the individual municipalities. The assessors could
seek reimbursement from the municipalities.
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However, this alternative would impose an additional cost on the local assessors for
performing their required duties and there would be no guarantee that the additional cost could
be recovered by billing the municipalities. Moreover, many contract assessors 1night not be able
to bill the municipality for the cost of Volume Il under the terms of their contracts.

A second alternative would be to require each municipality to purchase Volume II as well
as Volume I of the assessment manual. However, many municipalities would object to this state
mandated additional cost.

ALTERNATIVES TO BILL

i?} ?“‘%"’ Approve the Governor’s request to provide $130,000 PR in 1998-99 to contract
with a private vendor to update Volume II of the Wisconsin Property Assessment Manual.

2.+~ Approve the Governor’s request and also modify current law to require DOR to
bill eaéh/ assessor for the cost component of the Wisconsin Assessment Manual and delete the
requirement that each municipality be billed for an equal share of its assessor’s cost component.

3. Approve the Governor’s recommendation and modify current law to require each
municipality to purchase Volume II of the Wisconsin Property Assessment Manual.

4. Delete provision.
Alternative 4 PR
1897-99 FUNDING (Change to Bill) - $130,000
‘igé.%’?
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Senator Decker
REVENUE
Property Assessment Manual

Motion:

Move to eliminate the requirement that Volume I of the Wisconsin property assessment
manual must be distributed to each town, village and city in the state. Eliminate the requirement
that each municipality be charged for a proportionate share of the cost of the cost component
(Volume II) of the Wisconsin property assessment manual. Instead. require that the Wisconsin
property assessment manual be distributed to each assessor and the assessor be billed for the cost.

Note:

Under current law, DOR is required to publish and distribute Volume I of the Wisconsin
property assessment manual to each town, village and city in the state. The manuals are sold to
cach municipality on a subscription basis. The Department is also authorized to publish and
distribute the cost component (Volume I} of the manual to local assessors. In cases where an

assessor works for more than one municipality, each municipality is charged an equal share of
the cost.

This motion would repeal both of the current billing provisions. In addition, the
Department would be required to distribute the Wisconsin property assessment manual to each .
assessor and bill the assessor for the cost. This motion would not have a state fiscal effect.
However, since the cost of producing the manual is recovered through the sales price and the
number of volumes sold would decrease, the price of the manual would increase.

o
|

MO#_~1
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Representative Albers

REVENUE

Wisconsin Property Assessment Manual

Motion:

Move to require the Department of Revenue to produce the Wisconsin property assessment
manual on CD-ROM, in addition to the current methods used to produce the manual, if the
Department determines that demand for the CD-ROM format is sufficient.

Note:

Under current law, DOR publishes and distributes Volume I of the Wisconsin property
assessment manual on a subscription basis to each municipality. In SB 77, the Governor has
recommended providing $130,000 PR in 1998-99 to contract with a private vendor to update
Volume II of the manual. This motion would require DOR to produce the manual on CD-ROM,
in addition to the current methods of production. The motion would provide no additional
funding to cover the costs associated with producing the manual on CD-ROM. However, if DOR
could not cover the costs with existing resources, the Department could request additional funding

under s. 16,515 of the statutes.
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Paper #713 1997-99 Budget April 30, 1997
0 OO O

To: Joint Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Electronic Funds Transfer (Revenue -- Tax Administration)

[LFB Summary: Page 515, #9]

CURRENT LAW

Most tax returns, related forms and information, and tax payments are generally required
to be signed and mailed to the Department of Revenue (DOR). The forms, information and
payments usually must be sent in an envelope, with postage prepaid, and be postmarked before
midnight on the due date. The documents and payment must be received within five days of the
due date. In addition, the forms and returns are usually prescribed and, frequently, provided by

DOR.

GOVERNOR

Authorize the Department of Revenue to prescribe alternative methods for filing or
furnishing and authenticating tax returns, reports and other related documents and for paying,
depositing or remitting taxes. The Department would have authority to designate alternative tax
or document processors. Under these provisions, prescribed documents could be filed or
furnished by delivering or mailing them to the Department, or DOR could authorize another
method of submitting or another destination. Similarly, amounts could be paid, remitted or
deposited by mailing or delivering funds to the Department, or the funds could be submitted by
a different method. Documents could be authenticated by writing one’s signature or DOR could
prescribe another method of authenticating information or tax payments. As is currently the case,
returns, other forms and payments would be considered furnished, reported, filed or made on
time, if mailed in a properly addressed envelope with postage prepaid and postmarked before
midnight on the date such payments or documents were due. These payments and documents
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would continue to be due within five days of the due date. Documents and payments that were
not mailed would be considered timely if they were received on or before the due date by the
Department or at a destination prescribed by DOR. These provisions would apply to the
individual income tax, corporate income and franchise tax (including insurance companies), sales
and use tax, recycling surcharge, estate tax, motor vehicle tax, general aviation tax, beverage
taxes, cigarette tax and tobacco products tax.

The bill would also authorize DOR to require electronic funds transfer for tax payments
in the following cases:

a. Corporate Income and Franchise Tax. When any quarterly estimated tax payment
was $20,000 or more.

b. Income Tax Withholding. For any employer who was required to deposit withheld
income taxes on a monthly or more frequent basis.

c. Sales and Use Tax. When the amount of sales taxes collected exceeded $3,600 in
any calendar quarter.

d. Cigarette Tax. When the amount of taxes paid was $20,000 or more.

These provisions would be effective on January 1, 1993.

Electronic funds transfer would result in earlier tax collections in the cases where it was
required. Consequently, interest earnings for the general fund would increase by an estimated
$550,000 in 1997-98 and $1,100,000 in 1998-99. Electronic funds transfer would also reduce
printing, postage and microfilming costs. As a result, the Department’s budget would be
decreased by $61,000 GPR annually to reflect these reduced costs.

DISCUSSION POINTS
Alternative Methods for Filing Returns and Payments

1. Individual income taxpayers can file tax returns by paper or electronically.
Approximately 194,000 electronic returns and 2,692,000 paper returns were filed for tax year
1995. These returns are mailed or transmitted to the Department of Revenue. Currently,
individuals who wish to file electronic returns must use private tax practitioners who have the
software to transmit the returns. .

2. Sales and use taxes are paid by filing a paper return. The taxpayer sends the

return and remittance to the state depository bank. The bank then deposits the remittance,
validates the returns and delivers the validated returns to the Department of Revenue. The
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Department processes over one million sales and use tax returns and related documents on an
annual basis.

3. Corporations are required to file a paper income and franchise tax return with DOR
following the close of the tax year. In fiscal year 1995-96, approximately 107,700 corporate
income and franchise tax returns (including tax-option corporation returns) were filed. In
addition, if the sum of a corporation’s franchise or income tax due and temporary recycling
surcharge is $500 or more, it generally must make quarterly estimated payments. Estimated
payments can be made by filing a paper estimated payment return and remittance with the state
depository bank or through electronic funds transfer (EFT). For fiscal year 1995-96,
approximately 26,000 corporations filed paper estimated payment returns while 389 were
registered to use electronic funds transfer. (The number of corporations that are registered to use
electronic funds transfer has increased to 925.)

4. Employers that deduct and withhold income taxes are generally required to file and
deposit withheld amounts with the state depository bank on a semi-monthly, monthly, quarterly
or annual basis. The amounts are sent to the bank along with a paper withholding tax deposit
form. However, DOR allows electronic funds transfer of withholding amounts on a voluntary
basis. A total of 1,490 employers participate in the voluntary EFT program. Most employers
continue to use the paper deposits; a total of 1.4 million withholding deposit forms are processed
on an annual basis.

5. Cigarette taxes are paid by purchasing tax stamps from DOR. There are currently
78 distributors who purchase cigarette tax stamps. The stamps are usually purchased by filing
a monthly return and remittance for the stamps with the Department. Impressions applied by
meter machines may be used in lieu of stamps. Certain manufacturers and distributors may
purchase stamps on credit.

6. In addition to returns and payments, state taxpayers are frequently required to file
other related forms and documents with DOR. These additional documents or forms include but
are not limited to: estimated tax forms for individuals, estates and trusts; claims for homestead
and farmland preservation credits; income tax amended returns; alternative minimum tax forms;
partnership returns; tax-option (S) corporation shareholder retumns; tax-option (S) corporation
returns; credit union net income forms; development zone, research and farmland tax relief tax
credit forms; capital gain and loss forms; sales tax exemption forms; annual withholding
reconciliation forms; liquor floor tax returns; and cigarette inventory tax returns.

7. There are few statutory provisions which specifically authorize various methods
of electronic data interchange such as electronic filing and electronic funds transfer under the
state individual income, corporate income and franchise, sales and use, beverage and cigarette
taxes. The bill would give DOR the authority to prescribe altemnative methods for processing
state taxes that would be more consistent with current technology. It is believed that providing
the Department with such authority would improve the efficiency of DOR’s tax administration
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activities. The current processing systems primarily rely on DOR staff, including both LTEs and
permanent positions, to open, sort and route paper forms, screen returns for accuracy and key
information from the returns into various data processing systems. These Systems are time
consuming and costly. Use of electronic data interchange and filing would reduce the amount
of manual processing, improve the accuracy of information provided and shorten processing
times. Also, because the number of paper returns would decrease, the amount of space needed
to store tax records would be reduced. However, the Department has not identified specific
savings that would result from receiving the authority to implement alternative tax processing
methods. (The bill deletes $61,000 GPR annually to reflect savings from implementing electronic
funds transfer.)

8. The bill provides funding for scanning and imaging of individual income and sales
and use tax returns and real estate transfer returns. Implementation of the scanning and imaging
system would reduce or eliminate certain processing activities including validating, keying,
sorting and microfilming functions. Consequently, the bill deletes $63,800 GPR, 6.0 GPR
positions and 6.0 PR positions in the biennium, to reflect savings from the reduction in
processing activities.

9. DOR requires the use of electronic data interchange and electronic funds transfer
for payment of the motor fuel tax. Use of electronic data interchange significantly reduced the
amount of paper returns and allowed DOR to eliminate 4.5 positions that were used to code and
key data from the returns into data processing systems. The net savings was about $80,000 a

year.

10.  Since DOR has indicated that the authority to prescribe alternative methods for
processing taxes would improve the efficiency of its tax collection activities and the Department
has reduced positions to reflect other similar processing improvements (scanning and motor fuel
tax processing) the Committee may wish to make approval of the authority contingent on DOR
identifying savings from implementing data interchange processes. DOR could be required to
identify savings from implementing electronic tax processing methods and submit a report listing
these savings to the Committee for its review at its March meeting under s. 13.10 in 1997-98.
This would allow the Committee to adjust the Department’s funding level for fiscal year 1998-99.

11.  Under the bill, DOR would receive authority to prescribe alternative methods for
filing returns and related documents. A concern could be raised that the Department could
require certain methods of electronic tax processing that would impose significant additional costs
on taxpayers. For example, many small employers might find it difficult to purchase the software
and the data processing equipment that would be necessary to implement electronic filing of
income taxes for their employes. Consequently, the Committee could direct the Department to
prescribe alternative tax processing methods that would be voluntary. This would be similar to
the current withholding EFT program which allows for voluntary use of electronic funds transfer

by employers.
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Electronic Funds Transfer

I. Under current law, corporations are required to make estimated income and
franchise tax payments in four installments on or before the 15th day of the 3rd, 6th, 9th and
12th month of the tax year.

2. In general, employers who deduct and withhold amounts make quarterly
withholding deposits. However, if the amount deducted and withheld in any quarter exceeds
$300, DOR may require monthly withholding deposits. If the amount deducted and withheld in
any quarter exceeds $5,000, DOR may require semi-monthly withholding deposits. Finally, the
Department may permit other than quarterly withholding deposits for an employer whose
withheld taxes do not exceed $50 a month.

3. Sales and use taxes are generally due and payable on a quarterly basis. However,
if the amount of sales and use taxes for any calendar quarter exceeds $600, DOR may require
that the taxes be paid on a monthly basis, due and payable on the last day of the next succeeding
month. In addition, if the amount withheld for any calendar quarter exceeds $3,600, DOR may
require that the taxes be due and payable on the 20th day of the next succeeding month.

4. The state cigarette tax is imposed and paid by the purchase of cigarette tax stamps
from DOR. To evidence the payment, stamps are affixed to each package of cigarettes prior to
the first sale within the state. In lieu of stamps, the Secretary of Revenue may authorize
impressions applied by the use of meter machines.

5. The bill would require that electronic funds transfer be used to pay taxes in the
following cases: (a) when any quarterly corporate income and franchise tax estimated payment
is $20,000 or more; (b) for any employer who is required to deposit withheld income taxes on
a monthly or more frequent basis; (c) when the amount of sales taxes collected exceeds $3,600
in any calendar quarter; and (d) when the amount of cigarette taxes paid is $20,000 or more.

Under current law, DOR offers and accepts electronic funds transfer as a payment method
for estimated income and franchise taxes, withholding taxes, fuel taxes and excise taxes. EFT
is required for motor fuel taxes; use of EFT is voluntary for other tax payments. The Department
offers electronic funds transfer through the Automated Clearinghouse (ACH) system, a
nationwide network used by the Federal Reserve for the exchange and settlement of financial
transactions. Two EFT options are offered by DOR: (a) ACH Debit; and (b) ACH Credit.

Under the ACH Debit method of EFT, the taxpayer authorizes DOR to electronically
transfer tax payments from the taxpayer’s bank to the Department’s bank (Firststar). To initiate
a transfer, the taxpayer calls DOR’s data collection service and provides information to the
service based on instructions sent by the service to the taxpayer. After DOR’s data collection
service receives the information, it provides the information to the Department’s bank. The bank
can then create a debit to the taxpayer’s bank account. An EFT transaction must be initiated at
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least one business day before the tax payment is due. Transactions are initiated by making a toll-
free telephone call to DOR’s data collection service using one of three data input options: (a)
touchtone phone; (b) voice phone; or (¢) PC modem. When the transaction is completed and the
information is verified, the amount the taxpayer is paying is debited from the taxpayer’s bank
account on the following business day and transferred electronically to DOR’s account in its
bank. Since DOR is the originator of the ACH Debit transaction, the cost is charged to the state.

Under the ACH Credit option, the taxpayer authorizes its bank to transfer tax payments
to the Department’s bank. The taxpayer and bank determine the logistics of the method by which
the taxpayer will contact the bank (usually by phone or computer), the hours during which
business may be conducted and the method by which authorization of transfers may be verified.
The taxpayer’s account is debited at the time which the taxpayer has arranged with the bank and
the payment is electronically transferred to DOR’s account in its bank. In addition to the payment
amount, supplemental information is sent with the funds transfer. All costs of ACH Credit
services are payable by the taxpayer.

6. The thresholds for required EFT were chosen to apply the requirement to most
large and mid-sized businesses. In 1995-96, an estimated 31,000 corporations made quarterly
estimated payments of $20,000 or more; a total of 52 distributors had monthly cigarette tax stamp
payments of $20,000 or more; there were 71,856 monthly withholding tax depositors and 20,900
semi-monthly depositors; and finally, there were 34,727 early monthly sales tax filers and 47,146
monthly filers. Thus, the EFT requirements would apply to about 30% of corporate filers, 67%
of cigarette distributors; 65% of withholding tax filers and 23% of sales tax permit holders. DOR
staff note that moving the threshold lower would begin to impose the EFT requirements on many

small businesses.

7. Most states offer or require EFT for at least some state taxes. The Appendix
provides a listing of the states and the specific taxes for which EFT was offered or required as
of August, 1996.

8. Tt is argued that the benefits of implementing electronic funds transfer include
providing more accurate and efficient cash management for taxpayers. For example, the taxpayer
knows, in advance, the day on which each tax payment will be charged to the taxpayer’s bank
account. In addition, delays and possible lost payments due to mail delivery would be
eliminated. DOR processing costs would be reduced or eliminated because there would be fewer
paper checks to be manually processed. The bill deletes $61,000 GPR annually to reflect reduced
microfilming, printing and postage costs related to processing withholding tax deposit reports.
EFT would reduce many errors that are related to manual processing of returns. For example,
there would be fewer chances for posting payments to wrong accounts or in wrong amounts.

9. Requiring EFT would mandate a specific method of making tax payments for

certain businesses. If these businesses chose to continue to use their own banks to make the
transfer of funds, they would incur additional costs. In these cases, the business would be
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charged for each transfer. However, if the business chose to use the ACH Debit method, through
the Department’s collection service, there would be no charge for funds transfers. In either case,
the taxpayer would continue to file required paper forms.

10.  As noted, $61,000 GPR is deleted annually to reflect savings from reduced
printing, postage and microfilming costs as a result of requiring EFT for withholding. However,
no additional savings are identified from requiring EFT for corporate estimated payments,
cigarette tax stamp purchases and sales taxes.

ALTERNATIVES TO BILL
Alternative Methods for Filing Returns and Payments

1. Approve the Governor’s recommendation to authorize DOR to prescribe alternative
methods for filing or furnishing and authenticating tax returns, reports and related documents and
for paying, depositing or remitting taxes. Also, approve the Governor’s recommendation to
authorize DOR to prescribe alternative destinations for tax documents and payments.

y
@ Modify the Governor’s recommendation to require DOR to identify potential
savings from using alternative methods of filing and paying taxes and to submit a report listing
these savings at the Committee’s March meeting under s. 13.10 in 1997-98.

3. Modify the Governor’s recommendation to require that any alternative method for
filing tax documents and payments must provide for voluntary participation.

4. Mainiain current law.

Electronic Funds Transfer

gé\g} Approve the Governor’s request to require electronic funds transfer in the
following cases: (a) when quarterly corporate income and franchise tax estimated payments are
$20,000 or more;.(b) for employers that are required to make withholding tax deposits on a
monthly or more frequent basis; (¢) when the amount of sales taxes collected exceeds $3,600 in
any calendar quarter; and (d) when the amount of cigarette taxes paid is $20,000 or more.
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2. Maintain cuorrent law.

Alternative 2 GPR
1947-98 REVENUE (Change to Bill) - $1,650,000
1897-89 FUNDING (Change to Bill) $122,000
P -
repared by: Prepared by Ron Shanovich A 7 ‘§ I%, ,}
o# /ﬁ!f
}
%JENSEN A N A
OURADA A N A
HARSDORF ¥ N A
ALBERS X N A
GARD X N A
KAUFERT X N A
LINTON X N A
COGGS ¥ N A
} BURKE AN A
DECKER X N A
GECRGE Y N /A/
JAUCH ¥ N A
WINEKE X N A
SHIBILSK! X N A
COWLES ¥ N A
PANZER ¥ N A

/ .
e 15 w0 () mes |
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Paper #714 1997-99 Budget April 30, 1997
00

To: Joint Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Information Technology Funding (Revenue -- Tax Administration)

[LEFB Summary: Page 513, #5; Page 515, #8; Page 519, #17]

CURRENT LAW

Base level funding in 1997-98 for information technology infrastructure is $556,800 GPR,
$274,100 PR and $35,100 SEG. In addition, 1997-98 base funding of $100,000 SEG and 2.0
SEG positions is provided for administration of the Lottery.

GOVERNOR

Provide expenditure authority of $714,100 PR in 1997-98 and $683,900 PR in 1998-99
to fund information technology (IT) expenditures. A separate, program revenue appropriation
would be created to fund expenditures on technology for tax collection, tax administration, state
and local finance responsibilities, and expenditures for which general purpose revenues would
otherwise be necessary. The source of revenue for the new IT appropriation would be 75% of
the year-end balance in the delinquent tax collection (DTC) administration appropriation and 75%
of the year-end balance in the newly-created real estate transfer fee audit appropriation. The new
IT appropriation would be the primary source of funding for the Department’s additional IT
expenditures for the 1997-99 biennium. The total amount transferred to the new IT appropriation
would be an estimated $908,800 in 1997-98 and $411,600 in 1998-99. Expenditure authority of
$611,700 in 1997-98 and $619,800 in 1998-99 would be provided from the new IT appropriation.
The remaining funding of $102,400 in 1997-98 and $64,100 in 1998-99 for information
technology would be provided from existing appropriations.
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DISCUSSION POINTS
Real Estate Transfer Return Audits

I As noted, one source of program revenue for the IT appropriation would be funds
from a new real estate transfer fee audit appropriation. The bill would provide $106,800 PR in
1997-98 and $116,800 PR in 1998-99 and 2.5 PR positions in each year to convert the funding
source for auditing real estate transfer returns from GPR to PR. The action would shift 1.0
revenue auditor and 0.5 program assistant position from GPR to PR and create an additional 1.0
PR revenue auditor position. The positions would be used to audit real estate transfer returns.

A new PR appropriation would be created to fund the audit activities. The source of
funding would be amounts attributable to the Department’s audit activities less $424,600 and
refunded overpayments. In addition, amounts received from sales of information from real estate
transfer returns would provide funding for the appropriation. (Current law authorizes the
Department to sell information from real estate transfer returns concerning street addresses, sales
prices, dates of sales and types of conveyances.) At the end of each fiscal year, 10% of fiscal
year expenditures and the amount encumbered during the fiscal year would be retained in the
appropriation balance. Of the remaining year-end balance, 75% would be transferred to the new
IT program revenue appropriation and 25% would be deposited in the general fund.

Under the bill, it is estimated that the amount that would be transferred to the IT
appropriation would be $67,100 in 1997-98 and $140.000 in 1998-99. The estimated deposit to
the general fund would be $22,400 in 1997-98 and $46,700 in 1998-99.

2. In fiscal year 1995-96, 225,000 real estate transfer returns were filed, including
about 73,000 exempt transactions. The Department has 1.0 revenue auditor permanently involved
in auditing returns. Conveyances are selected for audit based on value as well as to verify
exempt status. One auditor is able to conduct between 400 to 600 audits a year. Table | shows
annual audit assessments and collections for the last four fiscal years.

TABLE 1

Real Estate Transfer Fee Audit Collections
(Fiscal Years 1992-93 Through 1995-96)

Total Tax, Interest State
Fiscal Year and Penalties County Share Collections
1992-93 $564,600 $113,000 $451,600
1993-94 506,700 102,400 404,300
1994-95 529,600 106,400 423,200
1995-96 527,500 106,100 421,400
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3. Under the bill, it is estimated that the additional auditor and program assistant
positions along with implementation of scanning of real estate transfer fee returns would generate
an annual increase of $212,000 in audit collections. The real estate transfer fee audit
appropriation is set up so that $424,600 (the approximate average annual collections for the past
four fiscal years) would continue to be deposited in the general fund and the additional revenue
generated from the increased audit activities would fund both real estate transfer fee audits and

the new IT appropriation.

Assuming that the auditor and support staff would generate additional revenue raises a
significant budget issue. Implicitly, this could be interpreted as meaning that additional revenue
could consistently be generated by hiring an additional auditor. However, at some point, one
would expect that the additional revenue would begin to diminish until the cost of an additional
auditor position would exceed the revenue that could be generaied by the position. The bill
provides $41,400 in full year salary and fringe benefits for the new auditor position.

The estimated additional revenue from the increased audit activities ($212,000) represents
a 50% increase over current average audit collections. DOR would argue that this is a reasonable
estimate for a number of reasons. Currently, one auditor generates an average of $424,600 from
400 to 600 annual audits. This means that fewer than 1% of real estate transfer returns are
audited each year to generate over $400,000 in collections. The additional auditor, clerical
position and implementation of scanning are expected to increase the number of audits to range
from 2,000 to 2,506. Although this would represent a substantial increase in audits, the number
performed would still be only slightly over 1% of total returns. It can be argued that this level
of auditing would not exhibit sharply diminishing returns. Therefore, the total number of audits
conducted would be at a level which should result in a 50% increase in collections. Similarly,
assigning two auditors and a clerical position to audit a tax with about $30 million in annual
collections would likely put staffing at level that would generate additional collections that would
more than offset additional expenditures. In addition, an estimated $100,000 in program revenue
in 1998-99 would be produced from charges for access to and the sale of information from real
estate transfer returns.

However, it is possible that additional audit activities would not generate above average
collections each year. Total real estate transfer fee collections can fluctuate from year to year.
For example, real .estate transfer fee collections decreased 5.1% from $29.3 million in 1993-94
to $27.8 million in 1994-95. Similarly, audit collections decreased from $451,600 in 1992-93
to $404,300 in 1993-94. Consequently, in some years, the revenues generated from the audit
activities might not be sufficient to fund expenditures from the real estate transfer fee audit
appropriation and to provide funds to transfer to the information technology appropriation. Also,
there are no specific agreements between DOR and other agencies for access to information from
returns. Therefore, estimates of the additional revenue from the sale of real estate transfer fee

return information are speculative.
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4. As an alternative, the Committee may wish to delete the Govemor’s
recommendation and, instead, fund the positions with GPR. The additional audit collections and
any income from the sale of information would be placed in the general fund. This would ensure
the positions would be funded even if additional audit assessments and other sales were
insufficient. To implement this alternative, program revenue funding for the audit positions and
the appropriation for auditing real estate transfer returns would be deleted. In addition, the bill
would be modified to provide $37,200 GPR in 1997-98 and $47,200 GPR in 1698-99 and 1.0
GPR position beginning in 1998-99. It is estimated that the additional audit collections would
be $212,000 each year and sales of information would generate $100,000 in 1998-99. Under this
alternative, there would be no funding directly provided from transfer fee audits for the
information technology projects that are included in the bill.

Delinquent Tax Collection System

1. The primary source of program revenue for the recommended IT appropriation is
funding that would be transferred from the delinquent tax collection (DTC) administration
appropriation. The Department’s delinquent tax collection activities are funded from this
appropriation. The source of revenue for the appropriation is a delinquent tax fee which is
annually assessed to each new delinquent account. The fee is the greater of $35 or 6.5% of
delinquent tax liability. (The fee was increased to this level from $25 or 4.5% of the delinquent
balance in 1995 Wisconsin Act 27, the 1995-97 budget.) - Base level funding of $9,679,300 PR
and 158.90 PR positions are provided through the appropriation. The bill would increase
expenditure authority to $9,968,500 PR in 1997-98 and $9,970,100 PR in 1998-99 and position
authority to 174.0 PR positions in each year.

2. The provisions of the bill would change the delinquent tax collection
adrministrative appropriation from a continuing to an annual appropriation. The appropriation
language would be modified to provide that, at the end of each fiscal year, 10% of fiscal year
expenditures and the amount encumbered during the fiscal year would be retained in the
appropriation balance. Of the remaining year-end balance, 75% would be transferred to the new
program revenue appropriation that would be used to fund the Department’s informaticr
technology expenses and 25% would be deposited in the general fund.

Under the bill, the estimated amount that would be transferred to the new IT appropriation
would be $841,700 in 1997-98 and $271,600 in 1998-99. The estimated deposit to the general
fund would be $280,500 in 1997-98 and $90,500 in 1998-99.

3. The estimated amounts that would be transferred to the IT appropriation and
deposited in the general fund are based on revenues projected for the delinquent tax collection
administration appropriation in DOR’s budget request. Since that time, the Department has
reestimated appropriation revenues for 1996-97, 1997-98 and 1998-99. Table 2 shows projected
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revenues, expenditures and the year-end balance in the appropriation using the revenue
reestimates and the expenditures (including reserves) authorized in the bill.

TABLE 2

Delinquent Tax System Administration Appropriation

1997-98 1998-99
Opening Balance $377,700 $437,100
Revenues 10.183.200 10,692,400
Total $10,560,900 $11,129,500
Expenditures $9,968,500 $9,970,100
Reserves 155,300 321.800
Total $10,123,800 $10,291,900
Balance $437,100 $837,600

The table shows that the DTC fee collections are estimated to be sufficient to fund all the
expenditures from the DTC appropriation that are included in the bill. The estimated year-end
balances in the appropriation would be $437,100 in 1997-98 and $837,600 in 1998-99. These
balances would not be sufficient to provide a carry-over balance equal to 10% of fiscal year
expenditures ($1,012,400 in 1997-98 and $1,029,200 in 1998-99) as is required under the bill.
As a result, no funding could be transferred unless the appropriation carryover provistons of the’
bill were changed. However, such changes would reduce each of the year-end balances below
a level that was deemed appropriate under the bill.

4. It could be argued that converting the DTC administration appropriation to an
annual appropriation and transferring amounts from the appropriation to fund other activities is
an inappropriate use of those funds. The delinquent tax fee and appropriation were specifically
implemented to fund the Department’s delinquent tax collection activities. The fee was originally
set and then increased to a level that was viewed as necessary to fund these activities. Diverting
some of the fee revenues to fund other expenditures could create pressure to increase the fee
beyond what is reasonable to fund delinquent tax collection activities. At some level, the
delinquent tax fee would act as a disincentive to settle delinquent accounts. Moreover, as shown
in Table 2, fee revenues are only sufficient to fund ongoing delinquent tax collection activities
and provide balances that would be less than 10% of annual expenditures. Finally, it may be
argued that the lapse to the general fund is unnecessary since collection activities generate
general fund revenues. From this view, the delinquent tax administration appropriation should

remain unchanged.
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On the other hand, one could argue that funding IT expenditures from delinquent tax fees
would be appropriate because the delinquent tax system benefits from the general administrative
services provided by the Department. Further, improving the Department’s automated systems,
such as the word processing system, would benefit delinquent tax collection activities. The IT
enhancements would also improve the Department’s training center which would provide training
services for delinquent tax system (DTS) personnel. From this view, information technology

upgrades increase the efficiency of all Department programs. As a result, it is appropriate to
charge the Department’s programs for those services. Finally, even if revenues transferred to the
IT appropriation would be insufficient to fully fund the Department’s IT requests, the
appropriation establishes a mechanism to convert the funding source for Department IT expenses
from GPR to program revenue. If sufficient revenues would be generated during the biennium,
the Department could request the additional IT funding under s. 16.515 of the statutes.

5. As noted, based on cumrent revenue estimates, the DTC administration
appropriation would not have sufficient year-end balances to provide for carry-over balances
equal to 10% of fiscal year expenditures and to transfer funding to the IT appropriation. If the
Committee wishes to provide funding for IT expenditures, the appropriation balance carryover
provisions could be modified or eliminated. Any number of modifications could be adopted that
would transfer amounts to the IT appropriation. However, the only way to fully fund all of the
authorized expenses from the IT appropriation in both fiscal years would be to reduce DTC
expenses as described below and to transfer the entire year-end balance in the DTC appropriation
in each year to the IT appropriation. This would be necessary regardless of the modifications
that would be made to the real estate transfer return audit appropriation. Discussion of various
modifications to the DTC administrative appropnatlon is included in the following section
concerning funding for IT projects.

Each of these modifications would reduce or eliminate the year-end balances in the
appropriation. If actual DTC fee collections are less than projected, total funding for the
appropriation could be insufficient to cover authorized expenditures. In addition, the amount of
the GPR lapses to the general fund would be reduced or eliminated.

6. One option for increasing the amount transferred from the appropriation to provide
funding for IT expenditures would be to reduce the delinquent tax administration expenditures
authorized in the bill. The bill includes the following provisions that are related to the delinquent
tax administration appropriation:

a. Provide $278,900 and 7.0 PR positions annually to convert 7.0 PR revenue agent
project positions to permanent positions. These positions are scheduled to expire on June 25,

1997.

b. Provide $84,300 PR and 2.0 PR positions annuaily and delete $84,300 GPR and
2.0 GPR positions to convert the funding source for field compliance staff positions.
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c. Provide $206,300 PR and 4.4 PR positions annually and delete $206,300 GPR and
4:4 GPR positions to convert the funding source for central compliance staff positions.

7. Conversion of the funding source for the field and central office compliance staff
from GPR to the DTC administration appropriation was based on DOR workload analyses that
showed that the positions worked exclusively on delinquent tax collection activities. Therefore,
it was viewed as appropriate budget practice to fund these positions with the delinquent tax fee.
Moreover, the conversions would reduce GPR expenditures.

8. The DTS redesign project was initiated in the 1991-93 biennial budget (1991
Wisconsin Act 39) to: (a) replace an outmoded computer system that did not support modern
collection activities; and (b) generate additional revenue by increasing the productivity of revenue
agents. Act 39 provided the Department with 4.0 applications development project positions
beginning in 1992-93, that were authorized through June 30, 1995. The 1993-95 budget (1993
Wisconsin Act 16) provided an additional 4.0 applications development project positions for the
redesign project, also authorized through June 30, 1995. In the 1995-97 budget (1995 Wisconsin
Act 27), DOR was authorized 7.0 PR applications development permanent positions to replace
the project positions and complete the DTS redesign and to maintain the automated delinquent
tax system. However, 7.0 PR revenue agent positions were converted from permanent to project
positions and were scheduled to terminate on June 25, 1997. These are the positions that would
be converted to permanent positions under the bill.

9. One way to reduce delinquent tax collection appropriation expenditures would be
to modify this provision. However, DOR would argue that all of the revenue agent and
applications development positions would be necessary to maintain or increase the level of
delinquent tax and fee collections and to provide for adequate implementation, support and
enhancement of the antomated delinquent tax system. The Department maintains that the
applications development staff is necessary to complete redesign of the system which is not
expected to be completed in all field offices until June 30, 1998. In addition, applications
development staff are necessary to modify the computer system in response to frequent law
changes. Examples of recent changes include an increase in the delinquent tax fee, electronic
filing of tax warrants and satisfactions, and use of collection agencies for resident accounts. By
way of comparison, the individual income tax processing system has six permanent applications
development staff.

The Department also notes that the revenue agent positions are necessary to generate
revenue to fund the delinquent tax appropriation. The average delinquent tax collections are
$560,000 for field compliance agents and $1.39 million for central collection agents. Similarly,
average delinquent tax fee collections are about $76,000 per field agent and $152,700 for central
collection agents. The Department believes that elimination of any of the revenue agent positions
would reduce delinquent tax and fee collections.
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In its action plan regarding the position conversion, DOR indicates that one alternative
would be to convert 4.0 of the revenue agent project positions to permanent positions and also
convert 3.0 of the existing applications development positions to revenue agent positions. This
would leave 4.0 applications development positions to implement, maintain and enhance the
automated delinquent tax system. Under this alternative, $159,500 PR and 4.0 PR positions
would be provided to convert 4.0 revenue agent positions from project to permanent positions.

The action plan indicates that this alternative would maintain or increase the level of
revenues. However, DOR would argue that, because the applications development staff would
be reduced, automated system enhancements may not be made in 2 timely manner or GPR
funding might be needed to fund expenditures related to implementation of significant law
changes in the system. The counter argument is that 4.0 applications development staff would
be sufficient to implement, maintain and enhance the automated delinquent tax system.
Moreover, staffing of 4.0 positions seems adequate when compared to 6.0 for the individual
income tax processing system. In 1995-96, income tax collections were approximately $4.2
billion compared to $73 million total delinquent tax collections. Similarly, there are
approximately 2.7 million individual income taxfilers compared to 311,700 delinquent accounts.
Finally, these modifications could be made with the understanding that if delinquent tax fee
collections were sufficient, the Department could request authority for the additional applications
development positions under s. 16.515 of the statutes.

It should be noted that reducing the DTC administration appropriation expenditures under
this alternative would not generate a balance sufficient to provide a carryover balance of 10%

of fiscal year expenditures. As a result, the carryover provisions would also have to be modified.

Information Technology Funding

1. The bill would create a new program revenue appropriation to fund the
Department’s information technology expenditures. Total expenditure authority of $611,700 PR
in 1997-98 and $619,800 PR in 1998-99 would be provided from the appropriation. The source
of revenue for the IT appropriation would be estimated transfers of $908,800 in 1997-98 and
$411,600 in 1998-99 from the DTC administration appropriation and a new real estate transfer
fee audit appropriation. Of the total amount of funding provided under the bill, an estimated
$841,700 in 1997-98 and $271,600 in 1998-99 would come from the DTC administration
appropriation. The real estate transfer fee audit appropriation would provide an estimated
$67,100 in 1997-98 and $140,000 in 1998-99.

2. As is discussed above, because the revenue for the DTC administration

appropriation has been reestimated, amounts that could be transferred to the new IT appropriation
under the provisions in the bill would not be sufficient to fund all of the authorized IT expenses.
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3. The bill would provide additional expenditure authority from the IT appropriation
for the following purposes:

a. A total of $387,400 in 1997-98 and $364,100 in 1998-99 would be provided to
implement part of the Department’s IT migration plan. Of the total expenditure authority for this
item, $300,000 annually would be from the IT appropriation; the remaining $87,400 in 1997-98
and $64,100 in 1998-99 would be from other current program revenue appropriations.

b. Funding of $163,400 in 1997-98 and $184,900 in 1998-99 would be provided to
convert the Department’s current Wang VS 5000 word processing system to a personal computer
based local area network (LAN).

c. Funding of $104,800 would be provided annually to fund masterlease payments
begun in 1996-97. Of the total, $16,000 would be provided for masterlease payments to
implement a refund inquiry system in the Milwaukee district office. The remaining $88,800
would fund masterlease payments to purchase computer hardware and software, including
personal computers, printers and network servers, to develop local area networks in two of the
Department’s divisions that do not have LANs. Fiscal year 1998-99 is the last year of these

masterleases.

d. Funding of $40,000 would be provided in 1997-98 to purchase software which
would allow DOR applications development staff to perform testing on personal computers to
avoid mainframe computer charges. Of the total funding provided, $25,000 would be provided
from the IT appropriation and the remaining $15,000 would be from another existing

appropriation.

e. A total of $3,500 in 1997-98 and $27.800 in 1998-99 would be provided to
purchase equipment, furniture and tools for the Department’s computer training facility.

f. Funding of $15,000 in 1997-98 and $2,300 in 1998-99 would be provided to
purchase an electronic forms development software package.

4. DOR included a list of decision item priority for GPR funding in its 1997-99
biennial budget request which could be used to establish a funding priority for IT expenditures
if revenues in the I'T appropriation are insufficient to fund all expenditures authorized in the bill.
However, the Department has indicated that the first priority for funding should be the $88,800
and $16,000 annual amounts needed to fund the masterleases. The Department is bound to fund
these amounts and will be forced to absorb any unfunded amounts. Based on the biennial budget
request, subsequent priority would be as follows: (a) funding for the- IT training center; {b)
funding to convert the Department’s word processing system; (c¢) funding for applications
development testing; (d) funding for the IT migration plan; and (e) funding for forms production
software.
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5. Expenditure authority of $102,400 PR in 1997-98 and $64,100 PR in 1998-99 is
provided for existing appropriations to fund portions of the cost of implementing the
Department’s IT migration plan and applications development testing on personal computers.
The Department indicates that this funding could be used for those purposes without the
additional funding that would be provided from the new IT appropriation. Consequently, the
Committee may wish to approve this expenditure authority for existing PR appropriations.

Summary and Possible Modifications to Bill

As discussed above, there are several issues related to the Governor’s proposal. The
primary concern is that funding from the delinquent tax collection appropriation will not be
sufficient to cover the Department’s current collection activities along with the proposed IT
expenditures. In addition, it can be argued that it would be more appropriate to fund the
Department’s IT costs with general fund revenue than to allocate a portion of the appropriations
for delinquent tax collections and real estate transfer fee audits for IT costs.

There are a number of alternative actions the Committee could take conceming funding
the Department’s IT expenditures. Each could involve a number of modifications to provisions
affecting the real estate transfer return audit appropriation, the DTC administration appropriation
and the funding source for IT expenditures. The following are possible options:

1. Adopt the Governor’s recommendation. Under this option, the only funding that
would be available to fund IT expenditures would be an estimated $67,100 in 1997-98 and
$140,000 in 1998-99 that would be transferred from the real estate transfer return audit
appropriation. These amounts would almost fully fund the current masterlease commitments
($104,800 annually). DOR would have to absorb $37,700 in costs in 1997-98, but 1998-99 costs
would be fully funded. Other expenditures could be funded internally with GPR. In this regard,
it should be noted that the Department lapsed $363,600 GPR in 1995-96. On an annual basis,
this amount could fund all of the expenditures authorized in the bill except for the IT migration
and forms production software projects. Also, because the IT appropriation would be a
continuing program revenue appropriation, if DTC fee and audit revenue exceeded current
estimates to increase the amounts transferred to the IT appropriation, DOR could use that revenue
to fund additional IT expenditures. However, based on current estimates, there would not be a
lapse to the general fund of $280,500 in 1997-98 and $90,500 in 1998-99, from the DTC
administration appropriation. In addition, it would be unlikely that any funding would be
transferred from the DTC administration appropriation because the required 10% balance would
exceed $1 million each year.

2. Modify the Governor’s recommendation to delete the requirernent that 10% of
fiscal year expenditures remain in the DTC administration appropriation and transfer the entire
balance to the IT appropriation. In addition, convert 4.0 rather than 7.0 DTS revenue agent
positions from project to permanent positions. These modifications would transfer amounts from
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the real estate transfer audit and DTC administration appropriations that would be sufficient to
fully fund all the IT expenditures authorized from the IT appropriation. However, the GPR lapse
from the DTC administration appropriation would be eliminated. Moreover, if future DTC fee
revenues were less than projected, revenues could be insufficient to fund both DTC and IT

authorized expenditures.

3. Modify the Governor’s recommendation to delete the requirement that 10% of
fiscal year expenditures remain in the DTC administration appropriation. Instead, retain $200,000
annually in the appropriation and transfer the remaining balance to the IT appropriation. These
modifications would provide an annual balance of $200,000 in the DTC administration
appropration which could be used to offset fluctuations DTC fee revenues. In addition, there
would be sufficient funding in the IT appropriation to fund the Department’s masterlease
commitments as well as the IT training center, Wang to Word conversion and applications
development testing projects. Total expenditure authority for these projects would be $296,700
in 1997-98 and $317,500 in 1998-99. Again, other expenditures could be internally funded and
the Department could make additional expenditures from the IT appropriation if revenues were
sufficient. Under these modifications, the DTC lapse to the general fund would be eliminated.
Also, the required balance of $200,000 would represent less than 2% of fiscal year expenditures;
in general, appropriations with statutorily set balance amounts require that 10% of fiscal year
expenditures be retained.

4. Delete the Governor’s recommendation except for IT funding from existing
program revenue appropriations. Instead, provide $37,200 GPR in 1997-98 and $47,200 GPR
in 1998-99 and 1.0 GPR position for auditing real estate transfer fee returns. Provide that
amounts received for the sale of information from real estate transfer fee returns be placed in the
general fund. Under these provisions, no changes would be made to the current DTC
appropriation. The expenditure and position authority provided in the bill would be included.
The bill would be modified to provide an additional position and fund real estate transfer return
audit activities with GPR. All revenue from the additional audits and the sale and accessing of
return information would be placed in the general fund. Funding for the Department’s IT
projects could be internally reallocated; as noted the Department lapsed $363,600 GPR in 1995-
96.

5. As a final alternative, the Committee could delete the Governor’s recommendation,
except for the existing program revenue funding, and fund all or some of the Department’s IT
expenditures with GPR. It could be argued that this would be the appropriate funding source
because the IT projects would contribute to the Department’s general tax administration activities.
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ALTERNATIVES TO BILL

I Approve the Govemnor’s recommendation to create a separate program revenue
appropriation to fund expenditures on technology for tax collection, tax administration, state and
local finance responsibilities, and expenditures for which general purpose revenues would
otherwise be necessary. Provide that the source of revenue be funding transferred from the DTC
administration appropriation and a new real estate transfer fee audit appropriation. Modify
expenditure authority for the IT appropriation to provide $67,100 in 1997-98 and $140,000 in
1998-99 to fund the cost of masterleases.

Alternative 1 GPR PR
1997-99 REVENUE (Change to Bill) - $371.000
1997-99 FUNDING (Change to Bill) - $1,024,400
2. Modify the Governor’s recommendations as indicated in #2 (page 10) above.

Also, approve expenditure authority for existing program revenue appropriations.

Alternative 2 GPR PR
1997.99 REVENUE {Change to Bill - $371,000
1997-99 FUNDING (Change to Bill) - $238,800
1998-93 POSITIONS (Change to Bill) -3.00
3. Modify the Governor’s recommendations as indicated in #3 (page 11) above.

Also, approve expenditure authority for existing program revenue appropriations.

Alternative 3 GPR PR
1887-99 REVENUE (Change to Bil}) - $371,000
1957-89 FUNDING {Change to Bill) « $617,300
4. Modify the Governor’s recommendations as indicated in #4 (page 11) above.

Also, approve expenditure authority for existing program revenue appropriations.

Alternative 4 GPR PR TOTAL
1997-8% REVENUE (Change to Bill} $83,800 ‘ $83,900
1597-99 FUNDING (Change to Bill) $223,600 - §1,455,100 - $1,370,700
1998-39 POSITIONS {Change to Bill) 2.50 - 2.50 0.00
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5. Delete the Governor’s recommendation but provide expenditure authority for
existing program revenue appropriations.

Afternative § GPR PR TOTAL
1997-99 REVENUE (Change to Bill) - $440,100 - $440,100
1997-99 FUNDING (Change 1o Bil) $139,200 - $1,455100 - $1,315,900
1998-39 POSITIONS (Change to Bil}) 1.50 -2.50 - 1.00
6. Delete the Governor’s recommendation, but provide expenditure authority for

existing program revenue appropriations. Also, provide GPR funding for some or all of the
following projects, which are listed in order of priority as indicated by the Department:

1997-98 1998-99

Current Masterlease .
Milwaukee Refund Inquiry $16,000 $16,000
PC Hardware and Software 88,800 88,800
Total Masterlease $104,800 $104,200

IT Projects

IT Training Center $3,500 $27,800
Wang to Word 163,400 184,900
Applications Development 25,000 0
IT Migration 300,000 300,000
Forms Production 15,000 2,300
Total IT Projects $506,900 $515,000
Total $611,700 $619,800
Alternative 6 GPR PR TOTAL
1987-99 REVENUE (Change to BIll) - $440,100 - $440,100
1997-99 FUNDING (Change to Bill) $1,370,700 - $1,455,100 - $84,400
1998-99 POSITIONS (Change to Bill) 1.50 -2.50 - 1.00

This box reflects the net fiscal effect if all of the IT expenditures are approved.
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7. Delete the Governor’s recommendation,

Alternative 7 GPR PR TOTAL
1997-99 REVENUE (Change to Bill) - $440,100 - 440,100
1997-99 FUNDING (Change to Bill) $139.200 - $1,621,600 - $1,482,200
1988-99 POSITIONS (Change to Bill 1.50 -2.50 - 1.00
. MO#
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11
12
13
14
15
16
20
21
22
24
25
29

Item #

32

REVENUE

Tax Administration

LFB Summary Items for Which No Issue Papers Have Been Prepared

Title

Standard Budget Adjustments

Postal Reclassifications

Branch Office Relocations

Convert Compliance Support to Program Revenue Funding
Registration Unit Staff Funding Conversion

Eliminate Assessment Practices Trainer Position

Eliminate Manufacturing Assessment Position

Reorganize the La Crosse District Office

Railroad and Air Carrier Tax Administration

Scanning Tax Returns

Eliminate Lake Michigan District Office Position

Eliminate Local Finance Assistance Bureau Position

Motor Fuel Tax Computer System Support

Lottery Credit Administration

Transportation Fund -- Reduced Supplies and Services Funding
Debt Collection Administration Appropriation Lapse

Transfers Between Appropriations

Setoff of Fees Owed for Supervision of Probationers and Parolees

LFB Summary Items to be Addressed in Subsequent Papers
Title

Revenue Field Auditors
Repeal Badger Board and Badger Fund

{over)



LFB Summary Items for Introduction as Separate Legislation

Item # Title

26 Suspension of Licenses and Credentials for Failure to Pay Delinquent Taxes
27 Denial of Certification of Property Tax Assessors for Delinquent taxes

28 Setoff of Delinquent Municipal Personal Property Taxes

30 License Suspensions for Nonpayment of Support

31 Access to Tax Records for Child Support and Public Assistance Administration

33 Biennial Report on Tax Increment Financing



